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Message

AUGUSTUS F. HAWKINS, CHAIRMAN

EDUCATION AND LABOR COMMITTEE

I commend my colleague, Congressman Pat Williams,
Members of the Task Force, and staff who participated in the
meetings for their fine work in producing a document which will
assist the Committee in responding to the problem of student loan
defaults.

In organizing the Belmont Task Force, Congressman
Williams included staff members of the Committee, representatives
from the higher education community, student associations, the
banking community and State guaranty agencies. Task Force
members were asked to review more than one hundred
recommendations that had been made to the Svubcommittee regarding
ways to reduce defaults in the Guaranteed Student Loan Program.
This final report, which contains many fine suggestions,
represents the framework for developing a comprehensive response
to this growing problem.

This Committee Print shows the wide-ranging discussions

which were held, and points the way to some specific legislative
alternatives.

(11D
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EEIMONT TASK FORCE RECOMMENDATIONS
Final Report
Februazy 1, 1988

FORWARD
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Recognizing that the increasing costs of student loan defaults represent a |

sarious threat to public support for federal student €inancial aid, Congressman pat

Williams, Chaimman of the House Subcarmmittee on Postsecondary Education, convened a

Task Force of individuals knowledgeable about the GSL program. Represented among the

menbers of the Task Force were lenders, guaranty agencies, institutions, students,

financial aid officers secondary markets, Congressional staff, and the Department of

Bducation. The Belmont Task Force, which met January 12 through January 14, 1988, at

the Belmont House in Elkridge, Maryland, received three tasks from the Chairman.

First, the Task Force was asked to take a closer look at the GSL progran as a
soclal progria and to consider how this program has evolved since it was created.
Many factors have come to affect the operation of this program...some intended and
others pot. And with same of these changes, have come additional costs. The Task
Force was asked to detemnine if the costs of the GSL program still measure up, in a
general sense, to the social purpose of the program.

Second, Congressman Williams asked the participants to determine what we need to
know about the defaclt problem. For examdle, do we know what is the true default
rate? Can we quantify what the actual cost of this program is to the federal govern=
ment?  How much private capital would be available to students without a federal

guaranty? wnat aspects of this program do we need o better understand in order to
procuce a viable solution?

to reduco the defau’t rate. The Subcommittee has received numercus suggestions from
the camunity, from Merbers of Congress, The General Accounting Office, and the
Adninistration. The Conferees were asked to review these recammendations and reach
consensus on those that might be helpful in reducing default costs.

What follows ig the response of the Task Force to the charges presented to them
by Congressman williams.

THE GUARANTEED STUDENT LOAN PROGRAM

The purpose of the Guaranteed Student Loan Program, originally
established as a loan of convenience for middle~incame students, has changed
significantly in the last decado, becoming the primary federal program for
access to postsecondary education by low-income students.

Finally, the Task Force was asked to explore how the GSL program might be managed ‘

The magnitude of the costs of student loan defaults has been the object of grow-
ing scrutiny by both the public and the Congress. These costs recently have been
escalating dramatically, and it is estimated that spproximately half (47 percent) of
the FY88 Guaranteed Student Loan Program (GSL) costs of $3.4 billion will be used to
pay default claims. According to the Department of Education, the $1.6 billion in
FY88 default costs represents a 25 percent increase over PYS8? default costs. Purther—
more, as Figure 1 illustrates, there has been dramatic growth in total annual loan
volune, up frem $3.0 billion in 1979 to $8.6 billion in 1986, and this has resulted
in large increases in loans entering repayment gtatus and thus becoming subject to
default.

|
It is important to place the gross default rate in perspective. Increased

borrowing, particularly by low income students, results in part fram the failure of

mpropriations for Pell Grants and title IV campus-based aid programs to maintain

pace with inflation. Further, recent borrowers have came increasingly fram low-incame

families due to the GSL nceds test Imposed by recent legislation. This trend is

likely to continue under current policy. Existing studies indicate an inverse

relationship between borrowers' income level and the propensity of the borrower to

default. It is also Important to note that the gross default costs cited above do

mt include subsequent cotlections through the IRS tax refund offset program and
other collection programs.
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While the dollar volume of defaulted student loans has qrown every vear, the
percentage of loan volume in default has not changed gqreatly. Data from the Depart=
rent of Educatfon indicate that the rate of default has decreased fram 10.0 percent
in FY78 to 8.9 percent in FY85. Therefore, the Task Force participants note that the
increases in default costs are likely due wmo=~ to increases in loan volume than to
increases in the default rate. Loan volune is continuing to increase and data fcr
FY87 show an overall 7 percent increase in total loan volume between FY8$ and FY87
for the GSL loan Progran. Because of these continued increases in loan volurwe and the
relationship batween increases in that volume and subsequent increases n default
costs, the GSL program's default costs are likely to increase even more in the

future.
ANNUAL GSLP LOAN VOLUME, YEARLY MATURED PAPER,
AND ANNUAL DEFAULTS PAID TO LENDERS
GUARANTEED STUDENT LOANS, FY78 - FYB6x
dollars (billions)
r 49
8r 48
7 % 7
3 :. 3
5 15
4 s {«
3 13
2 B 42
1 1 1
0 = 0
o s 1oan VOluw
yearly mtured
paper
" Includes PLUS Loans . detealts

The GSL program, authorized by title IV of the Higher Education Act, is an
entitlement program and provides three different loans: regular GSls, Supplemental
Loans for Students (SLS) and Parental Loans for Undergraduate Students (PLUS).
Regular GSL's are low-interest loans originating in the private sector but subsidized
by the Federal Govermment, and all applicants now must meot a needs test. The remain-
ing two loans are unsubsidized and non-needs tested. Since its creation, the GSL
Program has generatred an estimated 35,055,000 loans and has leveraged approximately
$67.7 billion in private loan capital.

No Federal funds are used for GSL loan capital, only €or program and default
costs. Instead, comrarcial and nonprofit lenders provide the loan cap'tal in return
for assurances by the Federal Government that it will guarantee the lcan's repayrent
as long as the lenders and the guaranty agencies fulfill their loan ocollection
responsibilities in accordance with federal regulations. Lenders do, however, receive
payments fran the federal govermment to encourage their participation in the loan
program.

Pell Grants. In contrast to the GSL “rogram is the Pell Grant program, which
was conceived as the foundation for ali federal student assistance fo. needy students
fran low-income families. All students meeti~' certain need criteria are eligible to
receive Fall Grant assistance, limited by the amount of annual appropriations made
available to the program and the number of applicants eligible to receive funds under
this grant program. In addition, no student may receive a grant in excess of 60
percent of the cost of education at the school the student attends.

2=
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The Pell Grant was first authorized in 1972 with enactment of the Basic Educa-
tional Opportunity Grant program. The Fall Grant program was established to assist
needy students from low-income €anmilies. It was envisioned as the floor above which
a student's remaining need could be met with other forms of assistance. In the
ociginal legislation the maximum Pell Grant award was $1400: because of pressures in
the appropriations process, increases in the maximum awacd which have been authorized
in the statute have not been funded, and the maximm award has not kept pace with
increases in the cPI or college costs.

The Pell Grant maximm award, which will be $2200 in FY88, has increased only 26
percent since 1980 even though the CPT will have increased over 40 percent; a $2200
maximum award will cover only 29 percent of average college costs. Furding for the
Pell Grant program has increased 78 percent during that period largely because of
increasing nurbers of very low-income students, and sppropriations have not been
available to incrvase the maximum award annually as well as fund the increase in
low-income students. See Table 1.

TABLE 1
PRELL GRANT: SELECTED HISTORICAL STATISTICS
GRANTS TO  NUMBER OF
FISCAL APPROPRIATION RECIPIENTS RECIPIENTS AVERAGE VALID MAXTMUM

YEAR (In_000's) (In t00's) (In 000'S) GRANT _ APFLICANTS _ AWARD
1573 $ 122,000 s 47,602 176 $ 270 42,331 $ 452

1974 475,000 356,353 568 627 1,114,084 1,050
1975 840,200 925,882 1,216 761 2,178,396 1,400
1976 1,325,800 1,475,281 1,944 760 3,408,718 1,400
1977 1,903,900 1,512,620 2,028 746 3,621,641 1,400
1978 2,140,000 1,540,465 1,918 803 3,401,428 1,600
1979 2,431,000 2,357,178 2,733 862 3,868,429 1,800
1980 1,578.000 2,387,181 2,858 835 4,475,762 1,750
1981 2,604,000 2,285,149 2,779 826 4,614,520 1,670
1982 2,419,040 2,424,660 2,608 930 4,709,225 1,800
1983 2,419,040 2,792,116 2,849 980 4,955,715 1,800
1984 2,800,000 3,035,191 2,830 1,073 4,962,191 1,900
1985 3,862,000 3,596,011 2,907 1,237 5,187,118 2,100

FROM: Department of Education, Summary Book -for 1985-86.
Based on data available as of March 3, 1987

Creation of the GSL program policy. In 1965, when Comgress enacted the Higher

Education Act, it was responding to three significant issues. In addition to
providing institutional assistance to help with the large increases in the nurbors
of students eligible to attend college, the Act was designed to provide financial
assistance to help low-income individuals cope with increases in the costs of
attending college. It established Educational Opportunity grants for students from
low-income families as a way to ensure that these students had access to postsecond=
ary education opportunities. As Carl Perkins said when the bill was debated on the
floor, “These opportunity grants will, for the first time, make it possible for high
school graduates frem the lower incamo families to attend college as first-class
students. The grants are directed to a segment of the population which thus fac has
been largely excluded from...higher education.*

In addition, the Act established an interim Program of federally guaranteed,
reduced-interest, gtudent loans [the FISL program which is now being phased out; no
rew loans are being made] and it stimulated and assisted the establishment of
similar State guaranteed student loan programs (the State Guaranty Agency programl.
The Guaranteed Student Loan Program was intended to serve students from middle
income families who might not qualify for existing but limited aid provided under
the National Dofense Education Act or the new educational opportunity grants. As
Representative John Anderson said when the bill was debated on the floor, "I am
pleased with the expansion of existing student loan programs... These programs have
proven...to be quite successful and are £iscally sound. However, their scope is
limited. Present programs are restricted to only the neodiest students. A more
comprehensive program that would cover all who have a legitimate need is badly
reeded... . The HEA of 1965 will make this possible.”

-3
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Congresswoman Edith Green, who was the principal author of this legislation
concurred with Anderson: The Guaranteed Student Loan program “...is designed
primarily for those students who come from middle-income families-—those students
who have not up to this time been able to obtain loans under the National Defense
BEducation Act.”

And, if one i other st s and comittee reports, it is clear th t
the Congress intended to help improve student access to postsecondary education by
creating a two-pronged approach: a loan program tc provide assistance to middle-
income families and a grant program to help low-incomo families. curther, it was
the intent of the Congress that these two initiatives act in tandem, and not in
isolation.

Changes in the GSL Program Policy. In the 22 years since the dual grant/lcan
policy was established, there have been changes, stimulated by econamic and ideolog=
ical forces. One significant change was enactment of the Middle Income Student
Asgistance Act in 1978 which expanded participation in the GSL program by elimin-
ating any detemmination of need. However, since 1981 there has been a significant
reduction of middle~income participation in the GSL program. The 1981 Omnibus Budget
Reconciliation Act restricted eligibility for students whose annual family income
was $30,000 or higher; students frow these €amilies had to undergo a nends test, ard
in 1986, the law was changed again to require that all reqular GSL borrowers underyo
a needs test. The effect of these two provisions has been to significantly restrist
the regular GSL eligibility of students from middle-income families, This fach,
coupled with continued postsecondary cost increases and no significant growth in the
size of Pell Grant awards, has resulted in increasing numbers of students from
low-income families taking out loans.

Figures 2-5 provide data to illustrate this change in reliance on Pell Grants.
These data, taken from the files of UCLA's Higher Education Research Institute
reveal some significant trends in student f£inancial aid between 1978 and 1985. while
student reliance on parental support has remained fairly stoady, there has been a
sharp drop in the proportion of freshman receiving Pell Grants (from 31.5 to 19.9
porcent), and a corresponding rise in freshman reliance on Guaranteed Student Loans
(up to 23.0 percent in 1985, from 10.4 percent in 1978).

FIGURE 2

Fig. 1: Freshman Participation In Student Ald Programs
(percentages for fint-ume, full-ums freshenen, 1980 and 1986)
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FIGURES 3-5

Fig. 2: Estimated Namber of Freshman Pari!dpants In
fn the Pell Graut Program, Fall 1930 and 1986
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Fig. 3: Frestman Partidpation In Campus-Funded
Grant and Scholarship Programs, 1930 and 1986
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Simila-1y, a recent study tracking the impact of changes in Fedoral student aid
at private listorically Black Colleges raveals that in 1979-80, of the toral aid
received by students at United Negro College Fund institutions, 42.2 percent was
from Poll Grants and 3.8 percent wae from GSIS. In contrast, in 198485, at the
schools studied, the perceat of Pell Grant aid had declined to 27.6 while reliance
on GSL aid had increased by 849 percent, to 26.3 percent of total aid.

AsS a quence of these changes, neither the original policy that established
the GSL program nor the original population intendad to be sorved by that progran is
dominant. Instead, more and more students, especially students who have very limited
resources, are takingd out loans. Stated another way, for students with limited
rosources, loans have become the primary means of financing a college education.

Wi IS IN DEFAULT?

Contrary to popular parception, the typical defaulter is not a
“deadboat”® who rafuses to pay, but appears to be a dropout who is unable to
pay. Dofaultors tend to bo first year students, from low incoms and minority
backgrounds, with a small loan balance (90 percent less than $5,000) who did
mt complete ruch more than the first year, have borrowed only once, roceive
no or little assistance frcm parents in repaying, are likely to be
wnerployod when the loans comes duo, and never make & first payrent. Tho
present default problem is thus predaminantly structural. Thesa costs are
rot likely to ba recovered under the current tenms of the progras.

When defaults are discussed, thero is a tendency to view those who default as
"deadbeats™, and inevitably anocdotes of high-income professionals who have refused
to repay their loans will be provided whenever the subject cames up for discussion.
The popular conception of someons who defaults then is that of an individual who
olects not to reiay his or her obligation. But is this really the case with most
dofaulters? Tho data do not support this view.

Characteristics of student loan defaulters. Current research on the causes of
student loan defaults is incompleto and docs not provide a definitive undorstanding
at this timo. tHowover, several state agencies have studied this issue and their data
aro {instructive. According to the Pennsylvania Higher Education Assistance Agency
(PHEAA), data from rosearch reports and stato data files show that very few borrowers
dofault on loan balances of more than $5,000. In Virglnia mnlv 0.6 percent of all
dofaulters had loan balances greater than $5,000. In Pennsylvania 10.8 puercent of
all defalters had such higher loan balances. In California only 4.8 porcent defaulted
on loan balances of $5,0600 or more. In Vormont 80 percent of the defaulters had
obligations of $3,000 or less. In Naw York the average defaulted loan was $3,183 and
in I1linois it was almost $2,900. ‘The Department of Education has rocently estimsted
that the avorage FY86 defaulted losn was $3260. Clearly the loans on which most
borrovWers default ars small balance obligations.

Porhops more helpful in undorstanding who defaults are studies of borrower
character .stics that consistently shos that students from very low-incomo families
have a high probability of defaulting. For oxample, about a third of the virginia
and Pennsylvania defaulters reported incomes of less that $5,000 wupon raceipt of a
loan.  Moreover, 6.3 porcent of the Virginia and 20.3 porcent of the Pennsylvania
dofaulters reported no incomo when they applied for a losn. These state findinga are
consistent with a natfonal sanple of dafaulting borrowers which revealed that 12.1
percent had no fanily incomes and 28.6 percent had incomes under $5,000.

There is also a very high correlation botween a borrowor's uncrployment and
defaulting on a loan. According to a 1984 study by the New York State Higher
Education Service Corporation, 66 percent of those in default were uncmployed at the
time their loans camo due. Data from the New York Agency also revealed a strong
inverse rolationship between default and the nusber of years spont in school.

Borrowers who last borrowed as freshmon, including students enrolled in one year
vocational prograns, had the highest dofault rate, 14.2 porcent, and this rate
dropped steadily as class level roso. These borrowers received little assistance in
ropaying their loans from their fasilies. However, students who repaid their loans
reported receiving family assistance that was three times as large as the proportion
of defaulters who reported such help.

10
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Similar data are found in the recent study by the California Student Aid
Cormission. Specifically, students who borrow only in the first year have a higher
peobability of defaulting on loans, and most defaulters have borrowd only once.
Morcover, California‘s defaulters consistently have lower fanily incoms than
repayers.  For example, 66 percent of all defaulters had fanily incomes of less than
$10,000 when they took out their first loans.

The Califoruia study also reported that while students from all ethnic minority
groups borrowd more froquently than whites, black students woro the most frequent
borrosers. And Wilms and his colleagues in a 1987 study of California institutions
(whose Fault is Dofauli?) reported that black students have the highest probability
of delwlting. Wilms ot al also renorted that dropping out was the single rost
potent predictor of default status,

Collectivoly these findings indicate that a significant numbor of students who
default are menbars of ethnic minority groups and comy from los~incoms families who
aro unable to holp these students finance their oducational costs., Many of these
studonts do not corplote the program of study thoy salected: they drop-out and £ind
amployment difficult to obtain. Therofore, the finding by the Virginia Education loan
Authority that a significant portion of theso students naver make the first paymént
o their losn s not surprising. Based on the findings of the scveral studies cited
above, it scoms roasonable to estimate that no less than ons out of every threo
dofaulting borrowers comes from an oxtremsly {Imited tinanclal clrcumstance. Wwen
those scudics wore conducted in the early 1980y borrowers with no incoms or with
incomes of loss than $5,000 reprosented at least one-fifth of the then current GSLP
borrowing population. It is likoly that thig proportion has not diminishod tut
increased since that timae.

Structural Dofaults. If that assuttion holds, then it would not be vnruasonadle
to ascribe some portion of the present default costs to the social costs of maintain-
ing the GSL Program. The present evidence points to a shift in the population using
tho GSL progran. As part of this shift, individuals with very limited rescunxs and
acadenic preparation are taking out loans. enrolling in an educational progranm,
failing to comlete that program, and subsequently finding themsolves unampidyed.
Theso students represent what the Task Force participants have chosen to refer oo as
Structural Defaulters. If ond can accept this lino of reasoning, then it follows that
the present dy.ault situation includes a significant portfon of unrcooverable costs
associated with structural defaults. what is nceded to correct this situation is a
rostoration of the original policy intended by the Congress in 1965 and 1972, the
concurrent and balanced acoess provided to all by the Pell Grant, the GSL Program,
and other title IV aid programs.

10w CAN WE RECUCE DEFAULT QOSTS?

The only way to acconplish a major reduction in the default rate is to
rostrict access to high-risk students until they have had a chance to
dxonstrate their ability to make satisfactory academic progress. Howovers
this would result in a denial of oducational access for such studants,
wnless substantially higher appropriations for Pell Grants and SBOGs are
assurod for them, as well as increased funding for special service programs
shich encourage their retention.

The default rato can be rvduced by oliminating thoss students most likely to
dofault. Prohibiting lower income and minority group students in their first year of
postsecondary education will lowor default rates dramatically. Under the current
limited availability of altematives. Such an approach would offectively end the
national policy of not having incame as a barrier to attending collega.

A better way to reduce default rate and not lcan to those who are most likely to
dafaule is to return to the logic of the original congressional policy: grants for
students fron low-incom fanilies and loan assistance for students from middle-income
fanilies. If adoquate Pell Grant assistanco wore provided to students fram low=-incom
fanily circumstances, thess students would not peed to borrow until they have had the
chance to damaustrate their ability to make academic progress, and thoy would need to
borros considerably less. Consequently, default costs would be reduced.
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Furthemore, reliance on such a pollcy would mean that the rlsk associated with
raking loant to stusents woulC bo dininished since students who may be characterized
o “high-tisk horrovers® (i.e. students who are moce likaly to default on their loaps!
would be less likely to bo in the loan podl. Thurefomn, in addition to reducing
default costs, this policy wuld contribute to reductions in Progran manajerwnt ¢oats.

The Task Force participants tharefore recormond to Chaloasn Willia®s and the
Subcorraitteo Merdars that Congress consider significantly increasii the muimaa Poll
Grant award for oligibla studonts. Tack Force participants noted that a O™ adoquate
Poll Grant avard in the first or second year of study should be the sum of the max{-
mn Poll Grant avard plus the maximra GSL loan amount ror the first yoor of school.
Larger Foll Glant avards for the most neody students would reduce sutstantially the
dpendenct of high tisk, low-incom siudents on borrowing and, for many, would
elininate borrowing altogether.

In addition, because of the frportant role that the Student Support Services
program, Popularly known as the TRIO progra=s, play in encouraging discadvantaged
students tO pomain in school, the Task Force participants rocommnend signiticant
Incroases in funding of TRIO programs and other support ing services. The participants
call to the attention of Congross the data collocted by the Dopartment of Education
that demonstratos that participation ir the Student Suport Services program more
than doubdles a disadvantaged student’s 1ikelihood cf raaining in college. Similarly,
the participants reaftinmd the important role played by the Supplmental Educatioual
Oportunity Grant progeaz and tho State Student Incentive Grant program in ensuring
acceas and cholco 2nd the nood to inrease funding for these progrant as well,

Depanding on how {y wos atructured, the potential ocosts of such a vll Grang
proposal arv high. A rough estimats Indicatea an increase over the present $4.2
billion of botwoen $3 and $7 billion, depanding on how many students would recelve
incrased grant avands and how far up tho incom spectnun the incroased grant awatts
wuld be distributed. There would be, however. oorresponding savimgs in the OSL
programs’ default costs as woll a3 savims associstod with reduced risk.  Pinally,
there are progeam mansgomont inftiatises, to be discussed balov, that the Task Force
participants boliove will reduoe orugram codts if enacted. The Task Force Membors
aro aware that achieving the necossary funding levels required by this recormendation
will by difticult. However, the costs associsted with o3stablishing effective aocial
policy are rore than offact by the poaitive contributlons of those assistod to the
naticn's overall soclal and economic sdvancement.

PROGRAM MANAGENENT INTTIATIVES

In addition to propoaing the restoration of nriginal Congrassional golicy with
respoct to tho purmmose of the Poll and GSL prograas, the Task Force participancs
roviewed numrous progesals that had boen provided by a variety of sources. Wnile it
w3 the consonsus that no amunt of legislation or regulation would reduce the
structural default rate arising €rom socio—econmic factors, it is believed that nomy
changes to the program, in addition to the 26 cafault prevention changes made by the
1986 Amndments, would bo helpful in reducing defaults.

what follows is a 1ist of the proposals that the Task Forow partieipants agreed
would have a positive effoct on tiw GSL progeas if instituted.

Londers

Require multiple disbursement of SLS loans as required in the regular GSL
program.

Requ’re lenders to report delinquent loans to crodit burvaus at 90 days of
dalingquency.

Roquire that lenders release the second disbursemnt of eligible GSL loans no
earlier than 1/3 of the way into the losn poriod and in accondance with a schedule
peovided to the lender by the educational institutim.

Authorize lenders and sarvicers to place borrowers in deferment atatus based on
information provided by torrowers in order to prownt tochnical defzult. If the
borrower i3 subsoquently found to b ineligible for a roquested  deferment, the
torroser shall  bo roturned to repaymont and the incorrectly deterred principal
paymants and {nterest shall by caplul{-m .

Q 1. :n.,'
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Recommend that the Higher Education Secretariate Task Force on Dofaults review
current provisions for deferments on all title IV loans and report to the Congress
recamendations to simplify the current system of deferments.

Clarify that no GSL may be made for an amount greater than the amount vequested
by the student and certified by the institution.

Recommend that lenders and services should be required to establish contact with
the student during the grace period by mailing a form letter to the borrower to
indicate how many more months the borrower has before the loan goes into repayment.

Borrowers

Require institutions to hold the first loan disbursement Of a first year student
until that individual has campleted at least two wecks of classes. The institution
may disburse up to 60 percent of other %itle IV student aid funds to students during
this two week poriod for non-tuition amd fee expenses.

Limit the number of GSLs to two in a calendar year: where the bo-rower is
otherwise eligible.

Require that a student's eligibility for a GSL be determined before such student
is eligible for a SLS or in the case of an independent student, a PUUS.

Anend Sections 484(d)(2) and (3) of the HFA, [Ability to Benefit] to require both
testing and counseling for students who are admitted to a program under provisions
contained in this section.

Modify title IV loan repayment provisions Lo prevent defaulters from entering
repayment status at an interest rate that is less that the rate charged at the time
of origination.

Prohibit the discharge of SLS/GSL/PLUS/Perkins Loans under Chapter 13 of the
Bankruptcy Code, except under due hardship.

Require all GSL loan application forms to include the borrower's drivers license
identification nurber.

DPepartmont of Education

Modify the Act's Limitation, Suspension and Termination (LSST) provisions to
include the following:

Prohibit any LS&T actions that are based solely on the defauit rate of the
institution.

Require the Secretary to develcp standards for the review of institutions
that shall consider: the high-risk nature of the student body population
axd its historical propensity to default, the efforts of the institution t»
reduce defaults and the econcmic and employment condition of the areals)
served by the institution.

Require the Secretary and the guaranty agencies to apoly standards that
provide assurance of non-discriminatio~ based on institutional type,
control or tax status.

Allow the Secretary and the guaranty agency to impose fines on lenders and ewucz~
tion institutions for willful errors in administering federal student assistance
programs, in addition to requiring such errors to be cured or remedied. A schedule of
such fines shall be defined in regulations arx. shall be based on the magnitude and
the recurrence of such errors.

Require the Department to develop an anmsal plan for conducting program reviews
of instititions, lenders, and guaranty agencies. This plan shall be published in the
Fedrral Register for comment. The Department shall report to Congress the results of
these reviews, A state guaranty agency shall focus its ~rogram review activity on
institutions and lenders who, in the judgment of the guaranty agency. exhibit charac-
teristics which indicate that they may be experiencing difficulty in administering
the GSL program.

Require the Department to submit to Congress by December 31, 1988, a report on

the effectiveness of the changes made to the Guaranteed Student loan program since
1985, and then report to the Congress annually.
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Amend Section 4858 of the Higher Education Act to require the Secretary to devel-
op the National Student Loan Data System, and provide an authorization of $7 million
for its development. This system shall be developed in consultation with guaranty
agencies and after 12 months of oporation, the Department of Education and the
Guaranty agencies shall dotemmine whether it is feasible for guarantors to use the
system for verification on all loans. According to the Boeing Report, use of this
system would result in savings in excess of the develormental and operational costs.

Establish a set of common dofinitions for defining defaults and require that the
“efinition be used by the Department of Education and participants in the program for
21l calculations and actions. Such definitions should cover qross and net calcula-
tions for both annual and cumlative default rates. Require that any presentation by
the Department of Education of default rates or costs, particularly comparing
different year data, use these consistent definitions amd calculations.

Require the Department of Education to develop and implement a pilot program to
study the feasibility of requiring borrowers to begin monthly repayments of $10.00 a
wonth 30 days after the loan is disbursed for the in-school and grace periods.

This payment will be collected by the institution and then forwarded to the
lender to be credited as a pre-payment to the student’s loan principle.

The institution will monitor the students' repayment schedule and in the
event that the student fails to make a timely repayment, the institution
shall provide additional borrower counseling.

Quaranty Agencies

Authorize the state guaranty agencies to utilize skip tracing tools to trace
defaulters, if necessary by limited federal preemption of state laws which prohibit
access to such records. Availeble records shall include motor vehicle department
records, state tax, labor, employe: registers, unerployment comissions, and
licensing bodies.

Require Guaranty Agencies periodically to provide institutions with a list of
defaulted borrowers so that institutions have the opportunity to provide additional
information that could help locate the student.

Require Guaranty Agencies to provide preclaims assistance.

Require the Guaranty Agency to remit collections owed to the Department of Edu-
cation within 30 days of the receipt of the funds by the agency.

Institutions

Require the collection of additional information on borrowers, including family
and personal references. The institution would also be required to recheck these
references and such additional information at the time of the exit interview.

Reconmend that each institution conduct an entrance interview for all €irst time
borrowers before the first check is disbursed. At this time, the student should sign
a "rights and responibilities™ contract, and the institution shoutd encourage that
each gtudent re-sign the "rights and responsibilities® contract during the exit
interview. Counsel students in this interview that loans are to be used only as a
last resort to financing their education.

Authorize institutions to withold the academic and financial aid transcripts of
borrowers who default on any title IV loan.

Require institutions to withold the second and subsequent disbur ts of a
student loan until after the student has enrolled for that tem or period for which
that portion of the lcan is intended.

Allow institutions to cancel or reduce the dishbursement of the second installment
of a G5L for students who receive additional financial ald €rom other sources. Such
funds shall be credited to the students' loan principle in the form of a prepayment.

Require that no institution be certified or recertified for program eligibility
in title IV of the Higher Bducation Act if such institution has had its accreditation
withdrawn, revoked, or otherwise teminated fur cause during the prior 12 months; or
has withdrawn from accreditation voluntarily while under a show cause or suspension
order during the prior 12 months.

- ERIC 14
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Request that the General Accounting Office, in its upconing study of the
effectiveness of the IRS check-off provisions, study whether a requirement should be
imposed that employers be authorized to collect loans through garnishment proceedings
after notification by the IRS, and the administrative problems ard effectiveness of
such & requirement.

Recommend to the House Committee on Ways and Means and the Senate Finance
Committee that the IRS income tax offset program for defaulted student loans be made
a permanent provision in the law.

Deny title IV eligibility to any institution which uses non-employee personnel
working on a camissioned basis to recruit students.

Anmend Section 491 of the Higher Education Act to require the Advisory Cemittee
on Student Financial assistance to review the provisions regarding disclcsure and
borrower debt counseling provisions in law and report to the Congress regarding not
only the effectiveness of these provisions but also ways to simplify the requirements
for disclosure.

TRAINING

In addition to the program management initiatives discussed above, the Task Force
participants believe that the Department of Education is not providing sufficient
training to individuals who work with title IV prograzs. The participants are aware
that the Department requested additional funds in its most vecent budget but only as
part of its total Salary and Expenses budget. Unfortunately, these funds were not
provided. The participants note the numercus changes that have been made in the law
by OBRA, COBRA, the 1986 HEA Reauthorization, and the HEA Technical Amencrments of
1987. These changes have added significantly to the level of corplexity of adminis-
tering the student ald programs. Therefore, the participants urge the Congress to
enact a provision that would authorize specific funds for training of financial aid
administrators, lenders, departrmental personnel, including regional personnel, and
others who work with title IV of the HEA. The participants believe this action weuld
be helpful to efforts to reduce defaults.

CEFINITION OF DEFAULT

Finally, the use of different indices or measures of default is confusing to Task
Force participants, to those who work with the Student Aid programs, and to the
general public. The Department of Education has reported defaults using several
different indices. Their gross cumilative default rate reflects the total of all
defaulted loans divided by the total of all loans that have entered repayment. The
Department also uses a net default index which adjusts the cumilative rate to reflect
subsequent fedaral and state collections on loans that are in dofault. Most recently,
the Department has created a cohort default rate which will reflect the number of
loans which were in default in *wo succeeding years divided by the nurber of loans
vhich entered repayment status in the first of the two years being used. 1In address-
ing the question of how the student loan default rate should be defined, many
observers have suggested adopting a definition enabling a better carparison between
student loan defaults and other types of loans. It is likely that several measures of
default will be helpful, and the participants urge the Congress to adopt a consistent
set of definitions that describe precisely how defaults must be calculated so they
can be unifornly used by all program participants, and which will also provide
information about the effects of efforts to reduce defaults.

CLOSING NOTE

In closing, Task Force Participants again caution against a belief that a major
decrease can made in student loan default rates as long as loans are a substantial
source of financing for large nuwbers of the highest risk students from disadvantaged
and minority populations. The experience of institutions with the NDSL loan program
and who serve a predominantly disadvantaged student clientele shows substantial
difficulties in getting rates down even with tough due diligence practices.

The experience to date indicates that precisely for those for whom the benefits
of education are the greatest are those who, if there is no alternative to taking a
loan, the likelihood of default is also the greatest. Strict and tough management of
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pre-loan counseling and of collections can not change the characteristics of the
populations which have the qreatest difficulty in paying off a loan.

The social policy of equalizing educational opportunity by making financial help
available to students whose families can not afford to send them to college will
always require the greater risk of supporting students who will not successfully
cerplete their work., The costs associated with those risks are no greater than the
costs of losing the capacity of those who do succeed and make a return on the invest-
ment in their education. As much as one third of our future workforce will be
nirorities. Disadvantaged white students added to this third means that upwards of 40
percent or more of the age groups out of which we must get a college trained
workforce will be similar to those now showing the higher default rates. The nation
will have to get these groups well educated for its own good. If they have to borrow
to finance their education, defsult rates will rise. If alternatives to loans are
available for financing their education then the volume of loans in these high
dafault prone populations will decline as will the cost to the govermment of loan
defaults., These considerations are behind our recommendation on increasing the pell
grant award to a level for first year students which makes loans unnecessary.
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